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OFFICE OF
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FI NANCI AL REPORTS DI VI SI ON
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GARY T. ENGEL, DI RECTOR
FI NANCI AL MANAGEMENT AND ASSURANCE
GOVERNVENT ACCOUNTABI LI TY OFFI CE

DAVI D ZAVADA, CHI EF

FI NANCI AL STANDARDS AND GRANTS BRANCH
OFFI CE OF FEDERAL FI NANCI AL MANAGEMENT
OFFI CE OF MANAGEMENT AND BUDGET

FROM William H Pugh/{///%ﬂ/‘m ﬂ//alM

Deputy Assistant |nspector General
for Financial Managenent and | nfornmation
Technol ogy Audits

SUBJECT : Audit of the Departnent of the Treasury's
Speci al - Purpose Financial Statements for Fiscal
Year 2004

| ampleased to transmt the attached audited Departnent of the
Treasury (Department) special - purpose financial statenents for
fiscal year (rFy) 2004. W contracted with the independent
certified public accounting firmof KPMG LLP to audit the
Departnent’'s FY 2004 speci al - purpose financial statements. The
contract required that the audit be perforned in accordance with
general | y accepted governnment auditing standards and O fice of
Managenent and Budget's (oMB) Bulletin No. 01-02, Audit

Requi renments for Federal Financial Statenents (Audit Bulletin).

KPMG LLP issued an | ndependent Auditors' Report on Special-
Pur pose Financial Statenents, which is incorporated in the
attachment.

Inits audit, KPMG LLP found:

o that the special-purpose financial statenents were fairly
presented, in z11 material respects, in conformty with
accounting principles generally accepted in the United
States of Anmerica, and the presentation pursuant to the
requi rements of the Departnent of the Treasury's
Fi nanci al Manual (¢7rM) Chapter 4700.



e no matters involving internal control over the financial
reporting process for the special-purpose financial
statements and i1ts operation that are considered material
weaknesses, and

e no instances of reportable noncompliance with TFM Chapter
4700.

In connection with the contract, we reviewed KPMG LLP’s report
and related documentation and inquired of its representatives.
Our review, as differentiated from an audit in accordance with
generally accepted government auditing standards, was not
intended to enable us to express, and we do not express, an
opinion on the special-purpose financial statements or
conclusions about the effectiveness of internal control over the
financial reporting process for the special-purpose financial
statements; or a conclusion on compliance with TFM Chapter 4700.
KPMG LLP i1s responsible for the attached auditors” report dated
November 17, 2004 and the conclusions expressed in the report.
However, our review disclosed no instances where KPMG LLP did
not comply, in all material respects, with generally accepted
government auditing standards and the Audit Bulletin.

Should you have any questions, please contact me at
(202) 927-5400, or a member of your staff may contact
Mike Fitzgerald, Director, Financial Audits at (202) 927-5789.

Attachment
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2001 M Street, NW
Washington, DC 20036

Independent Auditors Report on Special-Purpose Financial Statements

Inspector General
U.S. Department of the Treasury

We have audited the accompanying Closing Package Financial Statement Reports - Balance Sheet as of
September 30, 2004, and the related Closing Package Financial Statement Reports - Statement of Net Cost
and Statement of Changes in Net Position for the year then ended, and accompanying Financial Report
(FR) notes (hereinafter referred to as the special-purpose financial statements) contained in the closing
package of the U.S. Department of the Treasury (the Department). We did not audit the amounts included
in the special-purpose financial statements related to the gold and silver reserves of the U.S. Government.
We also did not audit the amounts or other information included in the special-purpose financial statements
related to the financial statements of the Internal Revenue Service (IRS), a component entity of the
Department. The gold and silver reserves of the U.S. Government and the financial statements of the IRS
were audited by other auditors whose reports have been provided to us. Our opinion on the special-purpose
financial statements, insofar as it relates to the fiscal year 2004 amounts included for the gold and silver
reserves of the U.S. Government and the fiscal year 2004 amounts and other information included from the
financial statements of the IRS, is based solely on the reports of the other auditors. These special-purpose
financia statements are the responsibility of the Department’s management. Our responsibility is to
express an opinion on these specia purpose financial statements based on our audit and the reports of the
other auditors. We have not audited the fiscal year 2003 comparative data presented in the accompanying
special-purpose financial statements.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America, the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller Genera of the United States, and Office of Management and Budget (OMB) Bulletin
No. 01-02 Audit Requirements for Federal Financial Statements. Those standards and OMB Bulletin
No. 01-02 require that we plan and perform the audit to obtain reasonable assurance about whether the
special-purpose financia statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the special-purpose financia statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall specia-purpose financial statement presentation. We believe
that our audit, and the reports of the other auditors, provide a reasonable basis for our opinion.

The accompanying special-purpose financial statements have been prepared for the purpose of complying
with the requirements of the U.S. Department of the Treasury’s Financial Manual (TFM) Chapter 4700, as
described in Note A, solely for the purpose of providing financial information to the Department and U.S.
Government Accountability Office to use in preparing and auditing the Financial Report of the U.S.
Government, and are not intended to be a complete presentation of the Department’ s consolidated financial
statements. The Department prepared FR Notes Detail Reports Nos. 1 through 20, except for Nos. 12, 13,
16, and 20, which were not applicable to the Department. The Department also added Note A,



Special-Purpose Financial Statement Requirements, to disclose other data not contained in the
special-purpose financia statements, but which is necessary for full disclosure.

In our opinion, based on our audit and the reports of the other auditors, the special-purpose financial
statements referred to above present fairly, in all material respects, the financial position of the Department
as of September 30, 2004, and its net cost and changes in net position for the year then ended in conformity
with accounting principles generally accepted in the United States of America and the presentation
pursuant to the requirements of the TFM Chapter 4700.

The accompanying fiscal year 2003 special-purpose financia statements and related data presented in the
Other Data Detail Reports throughout the closing package were not audited by us and, accordingly, we do
not express an opinion thereon.

The fiscal year 2004 information included in the Other Data Detail Report No. 6 and the information
presented in the Trading Partner Summary Reports (GFO04F) is presented for the purpose of additional
analysis and is not a required part of the specia-purpose financial statements, but is supplementary
information required by accounting principles generally accepted in the United States of America and the
TFM Chapter 4700. We have applied certain limited procedures, which consisted principally of inquiries
of management regarding the methods of measurement and presentation of this information. However, we
did not audit this information, and accordingly, we express no opinion on it.

The fiscal year 2004 information in the section entitled “Threshold” in FR Notes Detail Reports Nos. 2
through 8, 14 and 18; the information in Other Data Detail Reports Nos. 1 through 4, 17, 18 and 20; and
the information not included as GFRS modules of the closing package described in additional Note A, have
not been subjected to the auditing procedures applied in the audit of the special-purpose financial
statements and, accordingly, we express no opinion on it.

In accordance with Government Auditing Standards and OMB Bulletin No. 01-02, we have also issued our
report dated November 12, 2004, which presents our opinion on the Department’s consolidated financial
statements and our, and the other auditors’, consideration of the Department’s internal control over
financial reporting and the results of our, and the other auditors’, tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements. That report is an integral part of an audit of
the consolidated balance sheet of the Department as of September 30, 2004, and the related consolidated
statements of net cost, changes in net position, and financing, the combined statement of budgetary
resources, and the statement of custodia activity (collectively referred to as consolidated financia
statements) for the year then ended, performed in accordance with Government Auditing Standards and
OMB Bulletin No. 01-02, and should be read in conjunction with this report in considering the results of
our audit of the special-purpose financia statements.

Our audit of the consolidated financial statements of the Department as of and for the year ended
September 30, 2004, and the reports of the other auditors, disclosed the following material weakness, other
reportable condition, and compliance matters:

Material Weakness:
Financial Management and Reporting at the IRS Needs | mprovement
Other Reportable Condition:

Electronic Data Processing Controls Over Financial Systems at the Financial Management
Service Should Be Strengthened



Compliance Matters:
Noncompliance with Internal Revenue Code Sections 6159 and 6325
Substantial noncompliance with the Federal Financial Management Improvement Act of 1996

In planning and performing our audit of the fiscal year 2004 special-purpose financial statements, we also
considered the Department’s internal control over the financial reporting process for the special-purpose
financial statements and compliance with the TFM Chapter 4700. Management is responsible for
establishing and maintaining internal control over financial reporting, including required supplementary
information and other accompanying information, and for complying with laws, regulations, contracts and
grant agreements, including compliance with the TFM Chapter 4700 requirements.

Our consideration of internal control over the financial reporting process for the special-purpose financial
statements would not necessarily disclose all matters in the internal control over financial reporting that
might be reportable conditions. Under standards issued by the American Institute of Certified Public
Accountants, reportable conditions are matters coming to our attention relating to significant deficiencies
in the design or operation of the internal control over financial reporting that, in our judgment, could
adversely affect the Department’ s ability to record, process, summarize, and report financial data consistent
with the assertions by management in the specia-purpose financial statements. Material weaknesses are
reportable conditions in which the design or operation of one or more of the internal control components
does not reduce to a relatively low level the risk that misstatements, in amounts that would be material in
relation to the special-purpose financial statements being audited, may occur and not be detected within a
timely period by employees in the normal course of performing their assigned functions.

We found no material weaknesses in internal control over the financial reporting process for the special-
purpose financia statements, and our tests of compliance with the TFM Chapter 4700 requirements
disclosed no instances of noncompliance that are required to be reported under Government Auditing
Standards and OMB Bulletin No. 01-02. However, providing opinions on interna control over the
financia reporting process for the special-purpose financial statements or on compliance with the TFM
Chapter 4700 requirements were not objectives of our audit of the special-purpose financial statements
and, accordingly, we do not express such opinions.

This report is intended solely for the information and use of the Department’s management and Office of
Inspector General, OMB, and the U.S. Government Accountability Office, in connection with the
preparation and audit of the Financial Report of the U.S. Government, and is not intended to be and should
not be used by anyone other than these specified parties.

KPMc LLP

November 17, 2004
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U.S Department of the Treasury
Financial Management Service
Governmentwide Financial Report System

GF003-Closing Package Financial Statement Reports

Statement: BALANCE SHEET Fiscal Year: 2004

Type: Single Reported In: MILLIONS

Entity: 2000 - Department of the Treasury

Amounts presented as debits and credits(-)

FY 2004-QTR 4
Assets:
Non-Federal
Cash and Other Monetary Assets 83,475
Accounts Receivable 91
Loans Receivable 978
Taxes Receivable 20,010
Inventory and Related Property 459
Property, Plant and Equipment 2,745
Other Assets 16,776
Total Non-Federal Assets 124,534
Federal
Fund Balance with Treasury 59,946
Investments 0
Accounts Receivable - 1,292
Interest Receivable 1,379
Loans Receivable 222,041
Transfers Receivable 0
Benefit Program Contributions Receivable 0
Advances to Others and Prepayments 12
Other Assets (without reciprocals) 7,142,782
Total Federal Assets 7,427,452
Total Assets 7,551,986
Liabilities
Non-Federal
Accounts Payable (511)
Federal Debt Securities Held by the Public (4,305,302)
Federal Employee and Veteran Benefits Payable (702)
Environmental and Disposal Liabilities 0
Benefits Due and Payable 0
Loan Guarantee Liabilities (724)
Other Liabilities (32,705)
Total Non-Federal Liabilities (4,339,944)
Federal
Accounts Payable (707)
Debt (3,055,745)

11/18/2004

Period: QTR 4-YTD
Decimal: ZERO



11/18/2004

U.S Department of the Treasury
Financial Management Service
Governmentwide Financial Report System

GF003-Closing Package Financial Statement Reports

Statement: BALANCE SHEET Fiscal Year: 2004 Period: QTR 4 -YTD
Type: Single Reported In: MILLIONS Decimal: ZERO

Entity: 2000 - Department of the Treasury

Amounts presented as debits and credits(-)

FY 2004-QTR 4

Interest Payable (42,215)
Loans Payable 0
Transfers Payable 0
Benefit Program Contributions Payable (164)
Advances from Others and Deferred Credits (46)
Other Liabilities (without reciprocals) (7
Total Federal Liabilities (3,098,884)
Total Liabilities (7,438,828)
Net Position (113,158)
Total Liabilities and Net Position (7,551,986)

-2 -



U.S Department of the Treasury
Financial Management Service
Governmentwide Financial Report System

GF003-Closing Package Financial Statement Reports

Statement: STATEMENT OF NET COST
Type: Single

Entity: 2000 - Department of the Treasury

Amounts presented as debits and credits(-)

Gross Cost:

Non-Federal Gross Cost

Interest on Debt Held by the Public
Total Non-Federal Gross Cost

Federal Gross Cost

Benefit Program Costs Related to Exchange
Transactions

Imputed Costs

Benefit Program Costs Related to Nonexchange
Transactions

Buy/Sell Costs

Federal Securities Interest Expense Related to
Exchange Transactions

Federal Securities Interest Expense Related to
Nonexchange Transactions

Borrowing Interest and Other Expenses Related to
Exchange Transactions

Borrowing Interest Expense Related to Nonexchange
Transactions

Borrowing Losses

Other Costs (without reciprocals)

Total Federal Gross Cost

Department Total Gross Cost

Earned Revenue

Non-Federal Earned Revenue

Federal Earned Revenue

Buy/Sell Revenue

Federal Securities Interest Revenue (exchange)
Benefit Program Revenue (exchange)
Borrowings Gains

Borrowing Interest and Other Revenue (Exchange)
Other Revenue (without reciprocals)

Total Federal Earned Revenue

Department Total Earned Revenue

Net Cost

Fiscal Year: 2004
Reported In: MILLIONS

FY 2004-QTR 4

23,874
158,320
182,194

1,574

714
0

1,678
163,821

0
3,699
0

0
180
171,566

353,760

(3,982)

(754)

0

0

(78)
(13,609)
0
(14,441)
(18,423)

335,337

Period: QTR4-YTD
Decimal: ZERO



11/18/2004

U.S Department of the Treasury
Financial Management Service
Governmentwide Financial Report System

GF003-Closing Package Financial Statement Reports

Statement: STATEMENT OF CHANGES IN NET POSITION  Fiscal Year: 2004 Period: QTR 4-YTD
Type: Single Reported In: MILLIONS Decimal: ZERO

Entity: 2000 - Department of the Treasury

Amounts presented as debits and credits(-)

FY 2004-QTR 4

Beginning Net Position (109,358)
Non-Federal Prior Period Adjustments (Not 0
Restated)

Federal Prior Period Adjustments (Not Restated) 0
Adjusted Beginning Net Position Balance (109,358)
Non-Federal Nonexchange Revenue

Individual Income Tax and Tax Witholdings (1,465,178)
Corporation Income Taxes (183,812)
Unemployment Taxes (6,589)
Excise Taxes (68,682)
Estate and Gift Taxes (24,797)
Custom Duties 0
Other Taxes and Receipts (26,074)
Miscellaneous Earned Revenue 0
Total Non-Federal Nonexchange Revenue (1,775,132)
Federal Nonexchange Revenue

Federal Securities Interest Revenues 0
Federal Borrowings-Interest Revenue 0
Other taxes and receipts 0
Benefit Program Revenue (nonexchange) 0
Total Federal Nonexchange Revenue 0
Budgetary Fiancing Sources:

Appropriations Received (347,808)
Unexpended Appropriations transferred in (280)
Unexpended Appropriations transferred out 66
Other Adjustments (recissions, etc.) 400
Appropriations Used 0
Appropriation transfers in 0
Appropriation transfers out 42
Other Financing Sources 1,784,251
Total Budgetary Financing Sources 1,436,671
Other Financing Sources:

Transfers-in Without Reimbursement (45)
Transfers-out Without Reimbursement 83



11/18/2004

U.S Department of the Treasury
Financial Management Service
Governmentwide Financial Report System

GF003-Closing Package Financial Statement Reports

Statement: STATEMENT OF CHANGES IN NET POSITION  Fiscal Year: 2004 Period: QTR 4-YTD
Type: Single Reported In: MILLIONS Decimal: ZERO

Entity: 2000 - Department of the Treasury

Amounts presented as debits and credits(-)

FY 2004-QTR 4
Imputed Financing Source (714)
Total Other Financing Sources (676)
Net Cost of Operations 335,337
Ending Net Position Balance (113,158)



U.S. Department of the Treasury
Government Financial Reporting System
Additional Note to the Special Purpose Financial Statements
Entity — 2000 Department of the Treasury

Note A — Special-Purpose Financial Statement Requirements

The Budget and Accounting Procedures Act of 1950 allows the Secretary of the Treasury to
stipulate the format and requirements of executive agencies to furnish financial and operational
information to the President and the Congress to comply with the Government Management
Reform Act of 1994 (GMRA), which requires the Secretary of the Treasury to prepare and submit
annual audited financial statements of the executive branch. The Secretary of the Treasury
developed guidance in the U.S. Department of Treasury’s Financial Manual (TFM) Volume I,
Part 2, Chapter 4700 to provide agencies with instructions to meet the requirements of GMRA.
The TFM Chapter 4700 requires agencies to:

1. Reclassify all items and amounts on the audited consolidated, department-level balance
sheet, statements of net cost, changes in net position/income statement and custodial
activity, if applicable, to the special-purpose financial statements;

2. Disclose special-purpose financial statement line item amounts identified as Federal by
trading partner and amount (amounts should be net of intra-agency and intra-
departmental eliminations);

3. Disclose notes required by the special-purpose financial statement line items and other
notes required in the Financial Report of the U.S. Government, and

4. Disclose other data not contained in the primary Financial Report of the U. S.
Government financial statements and notes required to meet requirements of accounting
principles generally accepted in the United States of America.

The TFM Chapter 4700 requires agencies to use the Governmentwide Financial Report System
(GFRS) to input the above information. For purposes of the special-purpose financial statements,
the Closing Package is comprised of the following GFRS Modules:

1. Audited Financial Statement (GF002)

2. Reclassification (GF003)

3. Intragovernmental Transactions Trading Partners (GF004)

4. FR Notes (GF006)

5. Other FR Data (GF007)
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